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May 9, 1966 


TO OUR SHAREHOLDERS: 


During the past year the finance industry has been beset with many difficulties and much 
unfavourable publicity. Criticism has been levelled at it by the public, both as investors and as 
borrowers, by institutional investors and investment bankers, and by various levels of 
government. The resulting loss of confidence in the industry, coupled with an overall tightening in 
the money markets, has reduced the availability of and increased the cost of money to 
finance companies. 


Although on the surface certain events of the past year may have justified some concern 
about the industry, a closer analysis over a period of time has proved that any cause for 
serious concern was limited to a few specific companies. Most finance companies reacted to the 
changing conditions in a most responsible way and are continuing to operate in an efficient 
manner. Since its beginning, the finance industry has performed well, both in service to the public 
and in profitability to its investors and lenders. Other industries have suffered more casualties 
during their lifetimes but with much less pubilicity. Ours, however, since it is dealing in money and 
credit, affects a broad segment of the community. 


The services financing agencies provide are indispensable in our present day society. 
The people of North America, primarily because of mass production, enjoy the highest level of 
material wealth and consumption in the world. Mass production can only exist in partnership with 
mass consumption. Financing agencies have provided the means for consumers to purchase 
durable goods on a volume basis. Although time sales financing was originally initiated to help 
satisfy the demand for automobiles, the finance industry has had the flexibility to develop 
programs enabling the consumer to finance the purchase of a broad range of items. In effect the 
finance industry has been the catalyst in the combining of our mass production capability with 
our mass consumption appetite. Just consider what would happen to our factories and the 
jobs they provide if there was no consumer credit and all automobiles, mobile homes, appliances, 
and other things which have become necessities in our modern life could only be sold for cash. 


In spite of this record of service, many proposals are being put forward with a view 
to further restricting and controlling finance companies, both as borrowers and as lenders. 
Additional proposals may develop from the governmental inquiries now in process. Some of them 
may have merit, but some have been hastily contrived without due consideration for their 
future consequences. Competition among members of the finance industry has kept, and will 
continue to keep, consumer borrowing costs at a minimum consistent with costs of money and 
operating expenses. Legal restrictions, such as abolishing wage assignments, involved 
calculations of effective rates of interest, limitations on rights of repossession and foreclosure, 
and putting product responsibility on financial organizations who have no control over the product 
will increase the costs of operations of both the sellers of goods and the organizations that 
finance the sales. These measures, proposed ostensibly to ‘‘protect’’ the consumer, will only 
shield the small percentage of persons who, through lack of understanding and improper planning, 
misuse and abuse the credit available to them. The overall effect of increasing costs of business 
will reduce flexibility, and will increase costs and reduce availability of credit to all consumers. 
These inescapable consequences of increased costs, at this time due primarily to the higher 
money costs previously discussed, are already evidencing themselves at the consumer level. 


Much more lasting good could be accomplished by educating and counselling people, especially 
young people in school, as to the proper uses of credit. 


One sound development is the pressure for more detailed disclosure of the operations of 
all companies. We believe this to be very constructive and healthy. The investors in and lenders to 
a company in any industry should know what that company is doing. Recent annual reports 
of finance companies contain a great deal more information and statistical data, and are 
indicative of how rapidly our industry can respond to proper changes without the necessity of 
restrictive legislation. 


In this annual report you will find detailed disclosures and comments about your company's 
business. We have tried to make them understandable, clear and concise, and we believe they 
are complete enough to enable an investor or a lender to satisfy himself as to the Company's 
policies and the actual results experienced in applying these policies. We welcome any suggestions 
from our shareholders and the investment community as to improvements for the future. 


The past year has been a good one for Frontier. In spite of the reduced availability of new 
funds we experienced a 25% increase in outstanding receivables. A major subordinated debt 
financing was completed with a large U.S. institution. Net earnings increased almost 27%. We 
have experienced a growth in outstanding receivables and net earnings each year since the 
Company was founded in 1958. A new branch was opened in Montreal and we can now physically 
serve a large part of the population of the eastern half of Canada. Our overall organization 
has been strengthened and improved. The quality and profitability of our receivables and the 
effectiveness and efficiency of our staff are being subjected to ever increasing scrutiny. 


Although our growth this past year could have been greater if more funds had been 
available, we are proud of the results we achieved, many of which do not show in this year’s 
financial statements but will evidence themselves in future years. We are optimistic about the 
future of the finance industry and about our ability to grow with it. Changes in the money markets 
will always be with us and will always affect us. Their consequences, however, will be felt 
more in the short run, and we have every confidence in the long-term future. 


It is customary here to thank the people who have made the results of the past year 
possible, and this we most heartily do. The loyalty of our employees and customers has been, and 
will always be, indispensable. A separate comment is due our two bankers, Bank of Montreal 
and The Royal Bank of Canada. Their outstanding loyalty and constructive advice and counsel 
during this past year while they were under extreme pressure themselves deserve a very 


special ‘‘thank you”’. 


On behalf of the Board of Directors 


President 


REVIEW OF OPERATIONS 


RECEIVABLES 


Again this year, as in each year since the Company’s founding in 1958, outstanding receivables are at an all 


time high with retail notes receivable 23.10% above the retail notes receivable of a year ago. The following is a 
breakdown of the outstanding retail notes receivable at March 31, 1966 and March 31, 1965 by type of business, and 
also the average amount per outstanding account in each category. 


MARCH 31, 1966 MARCH 31, 1965 

Average Average 

Per Cent Amount Per Per Cent Amount Per 
Amount of Total Account Amount of Total Account 
Mobile homes $ 4,454,043 40.29% $4,820 $3,314,451 Sepsis $4,662 
Direct cash loans 3,282,844 29.70 as Nba ZCI 2A 29.24 4,263 
Automobiles 817,489 ISS) 1,658 563,541 6.28 1,991 
Home improvements 678,841 6.14 545 599,069 6.67 782 
Appliances 326,708 2.96 pis] 653,288 727, 342 
Equipment leases 349,735 Sy 1,249 140,214 IS) 719 
Commercial loans 1,144,176 LOSS 7,891 1,083,598 12.07 3,070 
Total $11,053,836 100.00% $2,142 $8,979,882 100.00% $1,854 


Almost all of the Company's retail notes receivable include precomputed interest to the maturity of the loan. 
This increases the average amount per account to an amount greater than the Company’s actual investment. 


Wholesale notes receivable at March 31, 1966 and March 31, 1965 were $1,282,725 and $903,540, 
respectively, and consist primarily of mobile homes held for sale by dealers who customarily sell their retail notes 
receivable to the Company. 


The branch office in Willowdale, Ontario, handles all types of business. Presently, the branch office in Moncton, 
New Brunswick, and the new branch office in Montreal, Quebec, engage only in sales financing in the Maritimes and 
Quebec. At March 31, 1966 the Moncton and Montreal offices were servicing retail notes receivable of $1,670,000 
and $1,552,000, respectively, consisting almost entirely of mobile homes. 


The Company is developing a diversified portfolio covering the three major areas of normal finance company 
activities; sales financing, direct cash loans, and commercial loans of various types. In determining areas of financing 
in which to engage, emphasis is placed on quality and overall profitability rather than on volume and size alone. 


All classes of loans are made only on a secured basis. The sales finance contracts are basically secured by the 
item the customer is purchasing, such as a mobile home, automobile, appliance, etc. In addition, a large percentage 
of this business is purchased with recourse to the dealer, with the dealers’ contingent obligations being further 
supported by dealers’ reserves. The majority of the direct cash loans are not only secured by chattel mortgages on 
personal property, but also by second mortgages on real estate. Equipment leases are secured by assignments of the 
leases and liens on the leased equipment. Commercial loans are secured by liens on real or personal property, by 
assignments of accounts and notes receivable, or by a combination thereof. 

Except for mobile home contracts which, because they are for homes with correspondingly larger amounts 
involved, have a maximum maturity of seven years, almost all of the credit the Company extends is for five years or 
less. Direct cash loans with an original maturity of over three years are normally secured by real estate mortgages. 

Generally, the Company restricts total loans to any one customer to $25,000 or less. All large loans and all 
loans of an unusual nature are subjected to an extensive review by senior management prior to approval, and to 
special follow-up activity during the life of the loan. No loans are made to officers or Directors, or to their families, 
associates, or affiliates. 


Volume of purchases of retail instalment notes during the past year totalled $8,407,939. The following 
schedule details these purchases by type of receivable and original maturity. 


ORIGINAL MATURITY OF NOTES 
(IN THOUSANDS OF DOLLARS) 


Two Years Two to 


Three to Four to Five to Six to Per Cent 
and Under Three Years Four Years’ Five Years Six Years Seven Years Total of Total 
Mobile homes Seal S62 $218 cS yp $229 $1,774 $2,826 33.61% 
Direct cash loans ...... 47 386 55 793 8 2,289 Cees 
Automobiles 281 575 ss) 859 10.21 
Home improvements 2 vf S35) 342 4.07 
APBIAMESS ore reece sere: 59 as 72 2.04 
Equipment leases ......... 8 36 38 268 350 4.16 
Commercial loans i exsyal 107 44 136 49 5710) 18.68 
TOTAL Stl AS $1,386 $358 $2,852 $286 $1,774 $8,408 100.00% 
Per Cent of Total 20.84% 16.48% 4.26% Sie) Shh Os, See 2110% 100/009 


Scheduled future liquidations of the Company’s retail notes receivable outstanding at March 31, 1966 are as follows. 


Scheduled liquidation during th 
year ending March 31: Amount of Total 
1967 Ma Been ki) $ 3,719,851 33165% 
O63 ; Z O23 ol P23). 22 
1969 1,898,689 i7/ ils} 
ISAC) a achiergnerss 1 SD, SVS 12.41 
IOWA a scree ees 905,887 8.20 
S/O eee 373,248 3.38 
Subsequent to March 31, 1972 aa 160,925 1.46 
TOTAL $11,053,836 100.00% 


Based on scheduled collections it would take 16 months’ collections to repay the Company's short-term secured debt, 
after first deducting therefrom cash and wholesale notes receivable. 


DELINQUENCIES AND LOSSES 


The total unpaid balance of retail notes receivable outstanding at March 31, 1966 and March 31, 1965 with 
payments more than 60 days past due were as follows. 


MARCH 31, 1966 MARCH 31, 1965 
Outstanding Per Cent to Outstanding Per Cent to 
Amount Total Retail Amount Total Retail 
Total unpaid balance of accounts with payments: 
61 to 90 days past due : $ 77,609 SO% $120,265 1.34% 
Over 90 days past due 151306 1S 7, 197,928 2.20 
Total over 60 days past due $229,115 PE OIES. $318,193 3.54% 


The improvement since a year ago reflects the increased emphasis on an efficient collection operation and 
more selective credit judgments in all areas of the business. Included in the above accounts over 90 days delinquent 
were $67,366 at March 31, 1966 and $112,919 at March 31, 1965 representing accounts on which the Company has 
been forced to institute legal action but has not yet started receiving payments as a result of such legal action. This 
improvement again reflects a more positive collection follow-up. 


As was expected, the faster and more intensive collection activity, especially over the winter months, resulted 
in a slight increase in repossessions on hand. At March 31, 1966 repossessions totalled $171,624 as compared with 
$126,380 at March 31, 1965. Again, these balances include interest to maturity which means the Company’s 
investment is a lesser amount. Of the repossessions on hand at March 31, 1966, $116,602 is due from dealers under 
recourse and repurchase agreements. The dealers involved are all in business and active with the Company, and the 
Company holds substantial dealer reserves in relation to the unpaid repossessions. The summer months provide a 
better selling season and the Company does not expect any significant losses from the liquidation of repossessions. 


In order to properly liquidate accounts, it is sometimes necessary to alter the repayment terms of certain loans, 
primarily due to changed economic conditions on the part of the customer after the loan is made. These changes are 
a vital part of the finance business and can furnish additional income in the form of extra fees. The practice can be 
subject to abuse, however, and it is the Company’s policy to grant such changes in terms only for good cause and only 
when the customer demonstrates a definite desire to maintain a good payment record. 


The Company has continued its policy of charging off accounts which appeared doubtful of collection. Retail 
liquidations and losses for the past two years and since inception of the Company are as follows. 


Per Cent 
Retail Retatl Losses to 
Liquidations Losses Liquidations 
Year ended March 31: 
1966 , $ 6,333,985 $ 90,162 1.42% 
1965 bys 57,590 85,379 1.59 
Total May 1, 1958 (inception) to March 31, 1966 18,524,913 204,787 tai 


Along with the increased collection emphasis on regular and litigation accounts, increased attention was given 
to recoveries on accounts previously written off. Retail losses for the year ended March 31, 1966 are shown net of 
recoveries of $11,774 (11.55% of gross charge offs) on previously written off accounts. The faster follow-up 
procedures now in effect should result in more recoveries in the future. 


Losses first evidence themselves as delinquent accounts, and it is the Company’s opinion that the marked 
decrease during the past year in the percentage of accounts over 60 days delinquent is an indication that continued 
improvement in the percentage of losses to liquidations can be expected in the future. 


Based on experience to date the allowance for possible losses at March 31, 1966 of $121,443, which is 1.09% 
of outstanding retail notes receivable, is considered adequate to absorb any losses which may be incurred in the 
collection of the present receivables. Dealers’ credit balances of $313,690 at March 31, 1966 (2.84% of outstanding 
retail notes receivable) are also available to reduce future credit losses on retail accounts which were purchased with 
recourse to the dealer. 


ACCOUNTING POLICIES 


The Company grants credit on two different bases. In a small percentage of cases the loans are made on an 
interest-bearing basis, i.e. the interest is computed and billed to the customer monthly based on money in use. On 
this type of loan income is recorded on a monthly basis as it is earned. 


In most cases the charges for the life of the contract are precomputed and included in the face of the note. 
The difference between the amounts advanced by the Company and the total amounts to be repaid by the customers is 
recorded as unearned finance charges. The Company does not record any earnings in the month a contract is 
acquired as representing an ‘‘acquisition cost’’, but takes the finance charges into income over the terms of the 
respective notes based on the declining amounts outstanding. Mechanically, this is accomplished by applying the 
sum-of-the-digits (sometimes referred to as the ‘‘rule of 78's’’) amortization method to the finance charges. 


This overall policy results in the realization of no income at the time a contract is purchased and has resulted 
in a very substantial unearned finance charge account in relation to outstanding retail notes receivable with pre- 
computed interest, as is shown below. 


March 31, 1966 March 31, 1965 


Total retail notes receivable $11,053,836 $ 8,979,882 
Less interest bearing notes receivable AlisyZlay/Al 332,025 
Retail notes receivable with precomputed interest . $10,601,265 $ 8,647,857 
Unearned finance charges ... $ 1,848,510 $ 1,440,102 
Percentage of unearned finance charges to notes receivable 

with precomputed interest ee ee 17.44% 16.65% 


These unearned finance charges represent future gross income and will be recorded as earnings over the 
remaining terms of the outstanding notes receivable. 


All expenses are charged immediately to income as they are incurred except for normal deferred items such as 
prepaid interest, insurance and taxes, and any discounts and expenses in connection with long-term debt issues which 
are charged to earnings over the terms of the respective debt issues involved. 


FINANCING 


In December, 1965 the Company placed privately with a large institutional purchaser an issue of 674% Senior 
Subordinated Notes due December 15, 1977, in the amount of $2,000,000 (U.S.). This placement increased the total 
capital funds (sum of shareholders’ equity and subordinated debt) to over $4,000,000 and should enable the 
Company to substantially increase its senior debt, and thereby its outstanding notes receivable, before any additional 
capital or subordinated debt is required. The following table shows the composition of the Company’s debt and capital 
structure at March 31, 1966 and at March 31, 1965. 


MARCH 31 
1966 1965 
Secured indebtedness to banks $ 5,873,000 $ 5,941,623 
Capital funds: 

Subordinated debt . $ 3,054,250 $ 1,000,000 
Shareholders’ equity: 

Preference $ 384,250 $ 475,000 

Common 842,881 652,768 

Total shareholders’ equity Seleeeveisd: Sele 7716S 

Total capital funds . $ 4,281,381 $ 2,127,768 

Total debt and capital $10,154,381 $ 8,069,391 


The Company's only short-term indebtedness is to its two banks under established lines of credit, and the 
Company does not intend to borrow any funds in the short-term market except from banks or unless such borrowings 
are fully covered by unused bank lines of credit. 


The decrease in preference shares during the year resulted primarily from conversion into common shares. The 
conversion price on the Company’s first preference shares Series A increased effective November 1, 1965, and in 
October 3,230 first preference shares Series A were converted into 16,150 common shares. In addition the Company 
repurchased 400 first preference shares Series A out of a purchase fund provided for that purpose. 


EARNINGS 


Net earnings for the year ended March 31, 1966 were $138,925, an increase of 26.77% over net earnings of 
$109,592 for the year ended March 31, 1965. The distribution of gross income for the last two years is as follows. 


YEAR ENDED MARCH 31 


1966 1965 

Per Cent of Per Cent of 

Amount Gross Income Amount Gross Income 

GROSSaIING OM Eien ens tan steo ease see at $1,205,892 100.00% $900,129 100.00% 

COSTS AND EXPENSES: 

Cost of borrowings ... ee en ee 2S 287, 43.39% $350,837 38.98% 
Salahlesrancdpwasesms syne eee see 144,229 11296 102,124 P34: 
Other general and administrative expenses 157,504 13.06 123,569 S73 
Provision for possible losses . Tn Aone 112,947 SN SY/ 110,788 As 
WAXES TOMUl hl GOlin Comoe eee renee ee rer ns fence 129,000 10.70 _103,219 Tea aly 

NETREARININGS yeerentet cc nt aes creer A acurene $ 138,925 ES Z2o/%5 $109,592 HELA 


As can be seen the major change is in the increased percentage of gross income going towards the cost of 
money. This has been caused by the increased use of borrowed funds in relation to capital and the general overall 
increase in interest rates. To offset the higher money costs now being experienced, lending rates have been moderately 
increased wherever possible. This has a delayed effect on earnings, however, since rates cannot be increased on loans 
previously made. 


Operating expenses are more controllable and have increased at approximately the same rate as the increase 
in business. These expenses are continually under review and every effort is made to keep them at a minimum 
consistent with a sound business operation. 


In spite of the aforementioned increase in earnings and the increase in earnings for common shareholders 
from $77,092 last year to $109,538 for the year just ended, earnings per common share remained approximately the 
same. For the year ended March 31, 1966 they were $.61 a share as compared with $.60 a share for the year ended 
March 31, 1965. This was due to an increase in the average number of common shares outstanding from 128,729 to 


179,208. 

During the past two years there has been quite an increase in equity and outstanding shares in order to 
support an expanding level of receivables. Under normal circumstances additional increases will not be necessary in 
the immediate future. This will mean that any earnings increases in the near future will also be reflected as 
corresponding increases in earnings per common share. 


FRONTIER ACCEPTANCE CORPORATION LIMITED 


AND ITS WHOLLY-OWNED SUBSIDIARIES 


Consolidated Balance Sheet — March 31, 1966 


(with comparative figures for March 31, 1965) 


ASSETS 


Notes receivable: 


Retail. (Note e105 duv.cuay 2 clean teeta wane cca eae ee 


Wile Sales” rascckcnaes snaces eae eres comet Meee aac eee ce See ee Cr eee ee an eo ae 


Less: 
Unearned finance charges . 


Allowance for possible losses _. 


NOTES RECEIVABLE — NET 


Accounts receivable 


Prepaid expenses 


Furniture, equipment and leasehold improvements — at cost 


Less accumulated depreciation and amortization 


Unamortized debt discount and expense (Note 2) 


Approved on behalf of the Board: 


L. W. OEHRING, JR., Director. 
J. W. ADAMS, Director. 


1966 
$ 86,554 
$11,053,836 
L282 725 
$12,336,561 
$ 1,848,510 
121,443 
$ 15969;953 
$10,366,608 
29,307 
9,290 
$ S0j359 
13;285 
$ 17,074 
159,298 


$10,668,131 


8,979,882 


903,540 


9,883,422 


1,440,102 


98,658 


1337760 


8,344,662 


28,718 


5,308 


SES Tal 


10,008 


3303 


31,451 


8,425,567 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Short-term notes payable to banks — secured by assignment of certain 
notes receivable: 
ONEICIENE csc nhoeccanets vomascees se 
Loans 


Accounts payable and accrued liabilities ; thar 
Income and other taxes payable . ne ; ae 
Dealers’ credit balances. re Ae ee 


Capital funds: 


Subordinated debt (Note 3): 
674% Senior Subordinated Notes me 
634% Subordinated Sinking Fund Debentures Series A Rake 


TOTAL SUBORDINATED DEBT 


Shareholders’ equity: 
Capital stock (Note 4): 

Authorized: 

35,370 first preference shares with a 

par value of $25 each, issuable in 

SOMES wr namic meet a ead ree es lee 

1,000,000 common shares without par 

Vall Carat at ee eee eee ead eee we — 


$884,250 


Issued: 


15,370 614% cumulative redeemable convertible 
first preference shares Series A, with a par 
value of $25 each | van ae 


188,685 common Ee ie erated Wahine ce 


Retained earnings (Note 5) 


Purchase fund — in respect of 61/5, % eumulanve Pecee able 
convertible first preference shares Series A eee: 


TOTAL SHAREHOLDERS’ EQUITY 
TOTAL CAPITAL FUNDS 


1966 
$ 5,873,000 
$ 5,873,000 
134,936 
65,124 
313,690 
S 2a 200 
903,000 
$ 3,054,250 
$ 384,250 
DAIS 
Peso 215 
329/918 
Salyer aAow 
$ 4,281,381 


$10,668,131 


1965 
$2 130/623 
5,811,000 
$: 5,941;623 
85,261 
19,929 
250,986 
$ 1,000,000 
$ 1,000,000 
$ 475,000 
431,988 
$ 906,988 
210,780 
10,000 
pelle 7/08, 
$ 2,127,768 
$ 8,425,567 


See accompanying Notes to Financial Statements 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
AND ITS WHOLLY-OWNED SUBSIDIARIES 


Consolidated Statement of Earnings and Retained Earnings 
Year Ended March 31, 1966 


(with comparative figures for the year ended March 31, 1965) 


1966 1965 
Income — finance charges, interest and fees earned ........................2..... $ 1,205,892 $ 900,129 
Deduct: 
Salanesand "WASSS: Bare epee eee Te cche Nr t aiaee mente ee ce ee ey $4452 29 SO 24 
Other general and administrative expenses (Note 6) ........000....00.... 157,504 1237569) 
PROVISION TON IDOSSIDI EC 1OSSCS areas ees aceite eres ee eee ree 112,947 110,788 
$ 414,680 $ 336,481 
EARNINGS BEFORE COST OF BORROWINGS AND TAXES 
ON SIINCOMES aa ith oe ttt Ole Big Un tsPe enn Danae Rae apne RG Salma Oiler N $ 563,648 
CoOSHOMPOGOWINES MONINGI Olly alte he tinea een tenes nner cen 523,287 350,837 
FARNINGS BERORE WAXES OINGINGO NM Eee esse: sense $ 267,925 Smee Sin 
TAXES OMMNEONIS eae a tree oste cetera ae ite etd ae a eae Pee ne ee 129,000 103,219 
NET EARNINGS ...... Pe Pate ECE oe Leen cua a stay S25) $ 109,592 
Retained earnings at beginning of year... eee Pee eee Nt ALE SS: 210,780 164,710 
Income tax credit on exchange loss arising from retirement of 634% 
SUbordimated: MOLES =, l vets.) ese Onno On Sean one aia coe 13,601 
$ 349,705 $ 287,903 
Deduct: 
Dividends on 614% cumulative redeemable convertible first 
preference shares SeriesA......... TES cath Sctites Cee RRR ee RD: 29,387 $ 32,500 
Transfer to (from) purchase fund, 644% cumulative redeemable 
convertible first preference shares Series A ...................0...- (10,000) 10,000 
Premium paid on the redemption of 400 614% cumulative redeem- 
able convertible first preference shares SeriesA.................. 400 
Underwriters’ commission and other expenses in connection with 
the issue of common shares ..._.. PRP arr eahalnctay At yer He Seoul 
Excess of cost of shares of subsidiary company over underlying 
ASSCUS) ssa 4 EE tthe ir utes MAAC NAS OR a tr ee eee Ales: 
Foreign exchange loss on retirement of 634% subordinated notes . 625 
$ 19,787 $ HYNES 
Retained earnings at end of year 2 PS s29:918 Se 2lOw7 so 


See accompanying Notes to Financial Statements 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Year Ended March 31, 1966 


NOTE 1 —Retail Notes Receivable 


Of the retail notes receivable outstanding at March 
31, 1966, instalments aggregating $3,719,851 are due 
within one year. 


NOTE 2— Unamortized Debt Discount and Expense 


Unamortized debt discount and expense is shown 
net of accumulated tax reductions of $38,178 and 
accumulated amortization of $18,264. 


NOTE 3 — Subordinated Debt 


The 674% Senior Subordinated Notes are payable, 
both as to principal and interest, in U.S. funds. The 
Notes are for $2,000,000 (U.S.) and are shown at the 
rate of exchange on December 16, 1965, the date of 
issuance. The Notes are due December 15, 1977 and 
the Company has covenanted to establish a sinking fund 
to provide for the retirement of $200,000 (U.S.) princi- 
pal amount of the Notes on December 15, in each of the 
years 1968 to 1976, both inclusive. The Notes are 
presently redeemable, otherwise than out of sinking 
fund monies, in whole or in part at a premium of 5% 
of such principal amount if redeemed on or before 
December 15, 1966 with the premium thereafter 
decreasing rateably each year to zero if redeemed after 
December 16, 1976. 


The 634% Subordinated Sinking Fund Debentures 
Series A are due June 15, 1979. The Company has cove- 
nanted to establish a sinking fund to provide for the 
retirement of $50,000 principal amount of the Deben- 
tures on June 15, in each of the years 1965 to 1974, 
both inclusive, and $100,000 principal amount of the 
Debentures on June 15, in each of the years 1975 to 
1978, both inclusive. The Debentures are presently 
redeemable, otherwise than out of sinking fund monies, 
in whole or in part at a premium of 4.625% of such 
principal amount if redeemed on or before June 15, 
1966 with the premium thereafter decreasing rateably 
each year to zero if redeemed after June 15, 1978. 


NOTE 4 —Capital Stock 


The 614% cumulative redeemable convertible first 
preference shares Series A are convertible, on or before 
October 31, 1970, into common shares at the rate of 4 
common shares for each first preference share Series A 
on or before October 31, 1967 and thereafter at a 
declining rate. The first preference shares Series A are 
redeemable at a price of $26.00 a share. During the 
year ended March 31, 1966, 3,230 first preference 
shares Series A were converted into common shares and 


400 first preference shares Series A were redeemed by 
the Company out of a purchase fund provided therefor 
at a price of $26.00 a share. The Company is required to 
enter on its books to the credit of a purchase fund 
certain amounts to be used for the purchase of first 
preference shares Series A, which obligation can be 
anticipated by the redemption or conversion of first 
preference shares Series A. At March 31, 1966 no 
amounts were required to be set aside for such purchase 
fund. 


Of the authorized and unissued common shares, 
61,480 shares are reserved for conversion of the first 
preference shares Series A; 14,865 shares are reserved 
for share purchase warrants (issued in connection with 
the 634% Subordinated Sinking Fund Debentures 
Series A) exercisable at $8.50 a share on or before June 
15, 1967 and increasing to $12.50 per share on or 
before expiration date June 15, 1970; 40,000 shares 
are reserved for share purchase warrants (issued in 
connection with the 674% Senior Subordinated Notes) 
exercisable at $6.25 a share on or before expiration 
date December 15, 1977; and 14,900 shares are 
reserved for executive stock options (issued to three 
officers) exercisable at $7.50 a share. One option is for 
10,000 shares exercisable at the rate of 2,000 shares 
per year and expires on February 28, 1975; one option 
is for 3,500 shares exercisable at the rate of 500 shares 
per year and expires on September 14, 1971; and one 
option is for 1,400 shares exercisable at the rate of 200 
shares a year and expires on June 30, 1972. All options 
may be exercised on a cumulative basis. During the 
year 16,150 common shares were issued upon con- 
version of first preference shares Series A and 30 
common shares were issued at $7.50 a share upon 
exercise of share purchase warrants. 


NOTE 5 — Retained Earnings 


The Company’s various loan agreements and its 
Letters Patent relating to the first preference shares 
Series A contain provisions relating to the payment of 
dividends on common shares. Under the most restric- 
tive of these provisions no amount of retained earnings 
was available at March 31, 1966 for the payment of 
dividends on common shares. 


NOTE 6 — Directors’ Fees and Depreciation 
and Amortization 


Other general and administrative expenses includes 
directors’ fees for services as such of $3,010 (1965 — 
$2,317) and depreciation and amortization of $4,530 
(1965 — $4,658). 


TO THE SHAREHOLDERS 


FRONTIER ACCEPTANCE CORPORATION LIMITED. 


AUDITORS’ REPORT 


We have examined the consolidated balance sheet of Frontier Acceptance Corporation 
Limited and its wholly-owned subsidiaries as of March 31, 1966 and the consolidated statement 
of earnings and retained earnings for the year ended on that date. Our examination included 
a general review of the accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet and consolidated statement 
of earnings and retained earnings present fairly the financial position of the companies at 
March 31, 1966 and the results of their operations for the year ended on that date, in 
accordance with generally accepted accounting principles applied on a basis consistent with 


that of the preceding year. 


TORONTO, ONTARIO, 
MAY 9, 1966. 


PEAT, MARWICK, MITCHELL & CO., 
Chartered Accountants. 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
AND ITS WHOLLY-OWNED SUBSIDIARIES 


EIGHT YEAR SUMMARY 


1966 
Operating results for the year: 
Finance. charges. interest and fees. earned.) nest ure rent terete eee ce Leen $ 1,205,892 
Salaries ames wages li ee ccs meee erate eee oe Re SPN ec a eee 144,229 
Other general and administrative expenses... NCCI Wiel: 4 a aenaneeed 157,504 
Provision for Possible) LOSSES i nueewe creed coke cea REE eae ie RE Ee 112,947 
Gast Gh DOREOWITME SS cass cect ecctytecse ecu ee tettte eteoh oe etree ee ec 523,287 
ininesscosteotabOnrowinesre anh CC pasa aman anaes see eee 1.51 
Taxes: on INCOME fase te be ee eek. ny he Ue CAST ee Seen tee, Ge 129,000 
Net @erminigs citi yeas ec tk sects A A Cee ae ee SR ent 138,925 
Preference ‘divide mds... icc eons acitey Wes Some eRe Soo eee a meee te ea nue eR mR 29,387 
Times preference dividends earned IO Sane 9 Was hated ar ac py tes cadet ea Le 4.73 
Nethearnings fOr COnmmOneS ice S Se enea ite ent aeteenes area ee 109,538 
Net earnings per common share based on average shares outstanding ............. 61 
Financial position at the end of the year: 
Notes receivable: 
<1 ane re On Oe REL Roemer er nt tots bhi abe tal gro OM pac na NS das Snacnes cs. $11,053,836 
Wholesale .......... vadhlbes weccinsnae eh elas Ae Ao el meg 08 Eee a ee L282,025 
ROTAR NOES IRECEIVAB Eka essneeen ae ae 3 Oe Re GR Ae Os ae ae ms 12;336,561 
Unearned finance charges Se Ay OA oh 98 Co NOR SOE ELD a 1,848,510 
Percent to retail notes receivable with precomputed interest 0... 17.44% 
Allowancetor: possibleylOSSES) usc. uusc 7. meena ere oe eee 121,443 
Percent ‘ta-retail, notes receivable sc.tan goin ae eee ee 1.09% 
Short-term notes) payable toibanksi=——"SeCUe Claassen nna 5,873,000 
Capital funds: 
Subordinated: GEDt «onc. hick dlute se aee te Bete, Coe oh Re ee EE Tan oe Eee 3,054,250 
Shareholders’ equity: 
Preferences; Stock i bile 4 Jas Wt A aan Oe te ne Oia ge er oe OO ee 384,250 
Commoneshareholders sect Varennes renee een tee eee 842,881 
TOTARSHAREHOEDERS i HOU li Vaeeeeeee sees sleet ers L227 ,13h 
TOTAL CAPITAL FUNDS .. pst Realise saith fedy Benen ae eer Re Ten 4,281,381 
Number of common shares outstanding Fruhsatane cc oecen seh a ae ee 188,685 


Book value per common share : bY RS eee Ral ea Lene 4.47 
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November 7, 1966 


TO OUR SHAREHOLDERS: 


Net earnings for the six months ended September 30, 1966 were $63,87 
compared with $62,307 for the six months ended September 30, 1965. Earnings per common 
share after preference dividends were $.27 and $.26, respectively, for the two six 
month periods. — a ee 


We are sorry to have to report to you that we have not been successful in arranging 
any new financing since the end of our last fiscal year. We were hopeful that the 
substantial increase in our capital base last year along with respectable earnings, delinquencies 
and losses would make it possible for us to continue to expand our borrowings and thereby 
our outstanding receivables: However, the continued tightness of the money markets along with 


the stigma still attaching to small and medi i i i de it 
impossible up to now to interest any new institutional lender, either in Canada or the United 


States, in Frontier. This has been further aggravated recently by problems experienced 

by additional finance companies and_by the very high rates of interest being offered by some of 
the largest finance and industrial companies. A note on the brighter side is the very fine 
relationship we have with our existing lenders. We keep them closely advised of current 
developments concerning the Company, and to date they appear to be completely satisfied with 
the way in which we are conducting our business. 


We have not by any means become discouraged, but it behooves us as management to 
be realistic. We intend to continue our search for additional funds, but in the meantime we 
have been aiming at maximizing profits on our éxisting resources. We have been able to make 
our receivables more productive by selectively increasing rates where conditions warrant 
and by reinvesting repayments on existing loans into higher yielding types of receivables. 

In this connection we have been able to significantly reduce our wholesale receivables which, 
since they are an accommodation for our dealers who provide us with retail receivables, 
carry a relatively low rate of interest. 


In addition to increasing our gross income, we are attempting, wherever possible, to 
control expenses. Our cost of borrowings is taking a larger percentage of our income, 
but there is not much we can do about this item at this time. Other expenses required to 
service a larger portfolio of receivables have also increased. It may be possible to reduce them 
somewhat, but we have purposely not cut them to the bone. Our ability to raise funds when 
they do become available will be directly affected much more by the quality and performance of 
our receivables than by large increases in earnings. It should also be noted that in the long 
run sound receivables will produce sound profits. We intend to continue to devote the 
necessary time and effort to see that our delinquencies and losses stay within acceptable limits. 


Total retail receivables at September 30, 1966 were slightly in excess of $12,000,000, 
a new high. Unearned finance charges exceeded $2,000,000 and were 18.14% of retail 
receivables with precomputed interest. We are very pleased that we are able to show satisfactory 


earnings while at the same time following conservative accounting policies which result in a 
high percentage of deferred income. Total unpaid balances of accounts with payments 

more than 60 days past due were 2.26% of total retail receivables at September 30, 1966. 
This is an increase of less than two-tenths of one percent during the past six months. At the 
same time the percentage of losses to retail receivables liquidated has decreased from 
1.42% last year to 1.20% in the first six months this year. We are receiving increasing 
benefits from recoveries on previously written off accounts. Such recoveries were 12.60% of 
gross charge offs during the past six months, an increase over the 11.55% experienced 

last year. 


During the past year a number of finance companies have deemed it advisable to 
change to a more conservative method of accounting which has required a significant increase 
in unearned finance charges with a corresponding reduction in earnings. In addition some 
companies have provided sizeable additional loss reserves which has also reduced their 
earnings. In our last annual report we described our accounting policies which, since they are 
already on the conservative side, will not have to be changed. In addition, although no 
one can predict future losses with absolute certainty, our delinquencies and loss experience 
lead us to believe that our reserve for losses is adequate to cover future losses on our 
present receivables. 


You will notice that this report contains a complete set of audited financial statements 
and includes the report of our Chartered Accountants. As a part of the subordinated debt 
financing we completed last December, we agreed to have a complete audit twice a year. We 
believe this to also be a constructive move as far as our shareholders are concerned. 

You will know that your company is being independently audited twice a year. This also tends 
to strengthen the Company’s position with its present and prospective lenders, especially 

in the U.S. market where having two audits a year has been standard practice for finance 
companies for quite some time. 


Although we are not sure how soon it will be possible to acquire additional outside 
funds to support further growth, we are confident that we will eventually succeed. In the 
meantime your company is in strong financial condition and should be able to weather the 
present unsettled conditions without experiencing anything more damaging than a temporary 
leveling of a historical pattern of growth. 


On behalf of the Board of Directors 


President 


FRONTIER ACCEPTANCE CORPORATION LIMITED 


AND ITS WHOLLY OWNED SUBSIDIARIES 


Consolidated Balance Sheet — September 30, 1966 


(with comparative figures for September 30, 1965) 


ASSETS 


Notes receivable: 


Retail: (Notes Litisacees cscs eens eee 


Wholesale 


Less: 


Unearned finance charges ................... 


Allowance for possible losses ............. 


NOTES RECEIVABLE — NET ....... 


Accounts receivable src ine octane 


Prepaidiexpenses a..csmuceccoaeeiosnence ccenesaeceeaeeee 


Furniture, equipment and leasehold improvements — at cost ........ 


Less accumulated depreciation and amortization 


Unamortized debt discount and expense (Note 2) 


Approved on behalf of the Board: 


L. W. OEHRING, JR., Director. 
J. W. ADAMS, Director. 


$ 47,930 


$12,015,954 
545,749 


$12,561,703 


$ 2,019,292 
137,048 


$ 2,156,340 


$10,405,363 
70,592 


8,081 


$ 34,613 


16,580 


$ 18,033 


148,467 


$10,698,466 


$ 19,697 


$10,791,221 
790,351 


Ba ot =3 oy 


$ 1,791,803 
110,701 


$ 1,902,504 


$ 9,679,068 
34,656 


9,124 


$ 28,320 


11,499 


$ 16,821 


30,632 


$ 9,789,998 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Short-term notes payable — secured by assignment of certain notes 
receivable: 


Accounts payable and accrued liabilities 
Income and other taxes payable 
Dealers’ credit balances 


Capital funds: 


Subordinated debt (Note 3): 


674 % Senior Subordinated Notes 


634% Subordinated Sinking Fund Debentures Series A .... 


TOTAL SUBORDINATED DEBT 


Shareholders’ equity: 
Capital Stock (Note 4): 


Retained earnings (Note 5) 


Authorized: 


35,370 first preference shares with 
a par value of $25 each, 


issuable in series .... 


1,000,000 common shares without 


par value 


Issued: 
15,370 614% 


cumulative redeemable con- 


vertible first preference shares Series A, 
with a par value of $25 each .................... 


188,685 common shares — stated value ........ 


Purchase fund — in respect of 614% cumulative redeem- 
able convertible first preference shares Series A ...... 


NOTA SHARE OLDER S mE OUI gemeeers meres nsert ante 


TOTAL CAPITAL FUNDS ............ 


1966 
$ 5,813,003 
$ 5,813,003 
144,732 
S7;372 
373,403 
$2,151,250 
900,000 
$ 3,051,250 
$ 384,250 
512,963 
$ 897,213 
381,493 
$ 1,278,706 
$ 4,329,956 


$10,698,466 


1965 


$ 6,617,265 
650,000 


$ 7,267,265 


98,556 
37,117 
274,960 
7,885 


$ 937,000 


$ 937,000 


$ 475,000 
432,213 


Se 907,213 


250,002 


10,000 


Sell67 215 
$ 2,104,215 
$ 9,789,998 


See accompanying notes to financial statements 


Subject to the accompanying report of Peat, Marwick, Mitchell & Co., Chartered Accountants, dated November 7, 1966 


FRONTIER ACCEPTANCE CORPORATION LIMITED 
AND ITS WHOLLY OWNED SUBSIDIARIES 


Consolidated Statement of Earnings and Retained Earnings 
Six Months Ended September 30, 1966 


(with comparative figures for the six months ended September 30, 1965) 


1966 1965 
Income — finance charges, interest and fees earned ...................... $ 662,937 $ 571,047 
Deduct: 

Salariesvand Wages eco. neo ee et cs Oacr none nen $ 85,410 $ 70,699 
Other general and administrative expenses (Note 6) ................ 103,985 VAG O2Z2 
PLOvViSiOnsfOfa POSSIDIEN|OSSC Sierras ten tsw reenter t: --eeeeers eee enor 53,740 677-513 
So 2433085 $ 209,834 

EARNINGS BEFORE COST OF BORROWINGS AND 
WAXES: ONGIINGO Ml Eger cnereenete, fe arene rere ener $ 419,802 SeecoLZis 
Cost of borrowings, principally interest (Note 2) 0.000000... 297,931 241,980 
EARNINGS BEFORE TAXES ON INCOME .................. Sei21e874 Sell 9 233 
TAaXeSVON: INCOM EN. recete a ree eect sosracere ance PRES Elec inc Re en eee 58,000 56,926 
NETPEARININGS Si mectereec sce Seen... vec eee $ 63,871 $ 62,307 
Retained earnings at beginning of period ..........0....0..00. 00 ccc cece cece 329,918 210,780 
$ 393,789 S273, 087, 

Deduct dividends on 614% cumulative redeemable convertible first 
preference:shares’ Series Agee cnn c renee. mene tamer 12,296 23,085 
Retained earnings at end of period .......22o... ii teccceeccceecseveee eset seer ee $ 381,493 $ 250,002 


See accompanying notes to financial statements 
Subject to the accompanying report of Peat, Marwick, Mitchell & Co., Chartered Accountants, dated November 7, 1966 


ACCOUNTANTS’ REPORT 


The Board of Directors 
Frontier Acceptance Corporation Limited 


We have examined the consolidated balance sheet of Frontier Acceptance Corporation Limited and its wholly 
owned subsidiaries as of September 30, 1966 and the consolidated statement of earnings and retained earnings for 
the six months ended on that date. Our examination included a general review of the accounting procedures and such 
tests of accounting records and other supporting evidence as we considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet and consolidated statement of earnings and 
retained earnings present fairly the financial position of the companies at September 30, 1966 and the results of their 
operations for the six months ended on that date, in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 


The figures as at September 30, 1965 and for the six months ended on that date relating to the consolidated 
balance sheet and consolidated statement of earnings and retained earnings are provided for comparative purposes. 
As we did not carry out an examination of the companies as of September 30, 1965, we are not in a position to express 
an opinion of these figures. 


Toronto, Ontario, PEAT, MARWICK, MITCHELL & CO., 
November 7, 1966. Chartered Accountants. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Six Months Ended September 30, 1966 


NOTE 1— Retail Notes Receivable 


Of the retail notes receivable outstanding at September 30, 1966, instalments aggregating 
$3,833,274 are due within one year. 


NOTE 2— Unamortized Debt Discount and Expense 


Unamortized debt discount and expense is shown net of accumulated tax reductions of 
$35,766 and accumulated amortization of $31,507. Of the latter amount, $13,621 is applicable to the 
six months ended September 30, 1966. 


NOTE 3 — Subordinated Debt 


The 67%% Senior Subordinated Notes are payable, both as to principal and interest, in U.S. 
funds. The Notes are for $2,000,000 (U.S.) and are shown at the rate of exchange on December 16, 
1965, the date of issuance. The Notes are due December 15, 1977 and the Company has covenanted 
to establish a sinking fund to provide for the retirement of $200,000 (U.S.) principal amount of the 
Notes on December 15, in each of the years 1968 to 1976, both inclusive. The Notes are presently 
redeemable, otherwise than out of sinking fund monies, in whole or in part at a premium of 5% of 
such principal amount if redeemed on or before December 15, 1966 with the premium thereafter 
decreasing ratably each year to zero if redeemed after December 16, 1976. 


The 634% Subordinated Sinking Fund Debentures Series A are due June 15, 1979. The 
Company has covenanted to establish a sinking fund to provide for the retirement of $50,000 
principal amount of the Debentures on June 15, in each of the years 1965 to 1974, both inclusive, and 
$100,000 principal amout of the Debentures on June 15, in each of the years 1975 to 1978, both 
inclusive. The Debentures are presently redeemable, otherwise than out of sinking fund monies, in 
whole or in part at a premium of 4.25% of such principal amount if redeemed on or before June 15, 
1967 with the premium thereafter decreasing ratably each year to zero if redeemed after June 
IN}5),, MSA 


NOTE 4 — Capital Stock 

The 644% cumulative redeemable convertible first preference shares Series A are convertible, 
on or before October 31, 1970, into common shares at the rate of 4 common shares for each first 
preference share Series A on or before October 31, 1967 and thereafter at a declining rate. The first 
preference shares Series A are redeemable at a price of $26.00 a share. The Company is required to 
enter on its books to the credit of a purchase fund certain amounts to be used for the purchase of first 
preference shares Series A, which obligation can be anticipated by the redemption or conversion of first 
preference shares Series A. At September 30, 1966 no amounts were required to be set aside for such 
purchase fund. 


Of the authorized and unissued common shares, 61,480 shares are reserved for conversion of 
the first preference shares Series A; 14,865 shares are reserved for share purchase warrants (issued 
in connection with the 634% Subordinated Sinking Fund Debentures Series A) exercisable at $8.50 a 
share on or before June 15, 1967 and increasing to $12.50 per share on or before expiration date 
June 15, 1970; 40,000 shares are reserved for share purchase warrants (issued in connection with the 
67% % Senior Subordinated Notes) exercisable at $6.25 a share on or before expiration date December 
15, 1977; and 14,900 shares are reserved for executive stock options (issued to three officers) 
exercisable at $6.25 a share. One option is for 10,000 shares exercisable at the rate of 2,000 shares 
per year and expires on February 28, 1975; one option is for 3,500 shares exercisable at the rate of 
500 shares per year and expires on September 14, 1971; and one option is for 1,400 shares exercisable 
at the rate of 200 shares a year and expires on June 30, 1972. All options may be exercised on a 


cumulative basis. 


NOTE 5 — Retained Earnings 

The Company’s various loan agreements and its Letters Patent relating to the first preference 
shares Series A contain provisions relating to the payment of dividends on common shares. Under 
the most restrictive of these provisions no amount of retained earnings was available at September 30, 
1966 for the payment of dividends on common shares. 


NOTE 6 — Directors’ Fees and Depreciation and Amortization 
Other general and administrative expenses includes directors’ fees for services as such of 
$2,100 (1965 — $1,400) and depreciation and amortization of $2,042 (1965 — $2,112). 
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